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Short-term emergency loans: An effective form of financial assistance?
Abstract
With the rising costs of college tuition and related fees, students attending two- and four-year institutions
of higher education are becoming increasingly aware of the importance and availability of financial aid.
Without some sort of financial assistance such as college work-study, grants, or student loans, many
students could not afford to attend a college or university or would be forced to drop out of school once
enrolled. Martin (1988) discovered that more than half of undergraduate students rely on student loans to
finance their studies. Unfortunately, loans are the major type of financial assistance currently used by
students (Mortenson, 1989).
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With the rising costs of college tuition and
related fees, students attending two- and four-year
institutions of higher education are becoming
increasingly aware of the importance and availability
of financial aid.

Without some sort of financial

assistance such as college work-study, grants, or
student loans, many students could not afford to attend
a college or university or would be forced to drop out
of school once enrolled.

Martin (1988) discovered that

more than half of undergraduate students rely on
student loans to finance their studies.

Unfortunately,

loans are the major type of financial assistance
currently used by students (Mortenson, 1989).
Most of the student loan programs of today were
initially authorized in the Higher Education Act of
1965.

This act, ushered in by President Lyndon

Johnson, laid the groundwork for all Title IV forms of
federal financial aid.

These Federal Financial Aid

Programs include what are now known as the Pell Grant,
Supplemental Educational Opportunity Grant, Perkins
Loan, Guaranteed Student Loan (now called the Stafford
Loan), and College Work-Study.
These programs assist students greatly in
achieving their academic objectives by helping to pay
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for the usual expenses associated with the cost of
education.

These costs include tuition, books, room

and board, transportation, clothing, and personal
expenses.

Sometimes, however, students have unexpected

expenses. Automobile accidents, medical expenses, loss
of personal property through theft or fire, and family
tragedy are just a few of the occurrences which may
cause a financial dilemma.

It is when situations such

as these occur that the Short-Term Emergency Loan
Program (STELA) can be helpful.
The STELA (the "A" stands for application), a
program offered by many, but not all, postsecondary
institutions, is administered separately from state and
federal programs.

This type of program may go by

different names (STELA is the name of the program at
the sample institution) and is mainly designed to
assist students who incur unexpected emergency expenses
while attending college.

Purpose of the Study
The purpose of this study is to examine issues
surrounding the utilization of the STELA by students at
a four-year, mid-size, public, midwestern university.
More specifically, drawing on data collected from the
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STELA application form, the study will examine the
following:
1.

Seasonal patterns of loan requests including
amounts and dates requested.

2.

Reported reasons for requesting the loan.

3.

Reported methods of repayment.

4.

Housing status of borrowers (on or off
campus).

It is important for financial aid administrators to
look at these variables in order to assist them in
facilitating STELA programs at their respective
institutions.
It is hypothesized that a majority of the loans
requested will be made during the weeks immediately
preceding the Christmas/semester break and Spring
break.

Given the simplicity of the application

process, it is also believed that the Short-Term
Emergency Loan Program is being taken advantage of for
frivolous expenditures.

Review of the Literature
Guaranteed Student Loan Program
Until recently, the majority of research conducted
on student loans had been concentrated on the
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Guaranteed Student Loan (GSL) program.

Johnson (1981)

reported that little research on the GSL program had
been done prior to her survey of state agencies in the
program.
Although he does not address loans specifically in
his article, Davis (1992) provided suggestions as to
why financial aid administrators should do research on
various topics.

This article discusses everything from

choosing a topic to getting research published.

Davis'

suggested format could easily be used for research on
loan programs.
Various studies have been conducted to find out
what students' perceptions of student loans are and how
much students understand loan programs.

It seems that

the more loans students incur, the more knowledgeable
about loans they become (Hira, 1992).

Most of them

believe that loans are essential in meeting the costs
of education and that repayments are manageable
(Martin, 1988).

Along the same lines, Greene (1989)

found that students who complete programs of study are
more likely to repay, and not default on, their
educational loans as compared to students who do not
receive degrees or diplomas.
(1989)

In addition, Mortenson

found that education is among the most important

5

reasons people are willing to borrow money.

This may

partially explain why the borrowing rate has been
steadily increasing over the years.
Since loans have become the major form of federal
student financial aid (Mortenson, 1989), it is
important that financial aid administrators educate and
counsel students about their responsibilities.

Dennis

(1983) stated that financial aid administrators should
assist students in facing the future realistically and
optimistically.

It was also suggested that

administrators should help in organizing student's
short term finances and educate students and parents
prior to matriculation (Dennis, 1983)
Short-Term Emergency Loan Program
While the research done on the GSL program has
been limited, research on the Short-Term Emergency Loan
(STELA) program has been even more limited.

A search

conducted on the ERIC database produced only two
articles related to this topic.

As stated previously,

this program is administered independently of state and
federal programs and, therefore, may not be found at
all postsecondary institutions.
This loan is smaller in amount (usually between
$50 and $300) and the repayment periods are shorter
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than for most other student loans.

Many schools have a

revolving fund containing a limited amount of money to
be used for such a program.

Bradshaw (1983) describes

how the STELA can be an answer to maintaining
enrollments.

For some students, according to Bradshaw,

the STELA may mean the difference between staying in
school or dropping out.

Until recently, though, no

actual studies were published which looked at the
relationship between STELAs and student retention.
Williams (1992) conducted a one-semester,
obviously preliminary, study to determine if emergency
loans had any effect on student retention.

He found

that, even though the primary purpose of the STELA
program at the sample institution was to retain
students who might otherwise withdraw, the program had
no discernable effect on student retention.

Methodology
Sample and Procedure
The data for this study was gathered from loan
forms submitted by STELA applicants during the 1991-92
and 1992-93 school years.

In order to receive the

loan, students must not have an overdue bill at the
university and must be enrolled at least half time.
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The application requires that the student state the
amount requested (up to $300), the reasons for
borrowing, and expected method of repayment.

The

application process usually does not require that the
student discuss his/her loan with a financial aid
administrator; it is merely entered on a computer and
then automatically either approved or denied.

If the

loan is approved, a check for the total amount is
issued immediately.
Since the number of applications submitted was
3,390 over the two years being studied (the institution
from which data were collected enrolls approximately
13,000 students), only a sample of that population
could be studied.

Systematic sampling was the

procedure chosen.

In order to show the seasonal trends

pertaining to the STELA program, random sampling could
not be utilized.

For this study, every fifteenth

application was analyzed.

Thus, N = 226 (102 from

1991-92 applications, and 124 from 1992-93).

Results and Discussion
It was found that 83% of the applicants lived off
campus, 73% borrowed the maximum allowed ($300), and
56% stated that the loan would be repaid by payroll

8

check (40% stated that it would be repaid by financial
aid).

Among the reasons stated for borrowing, 32%

stated buying books and 38% reported a combination of
buying books, paying rent, and paying car expenses.
These results show that even though more than 50%
of the applicants work, they still found themselves in
a position where they had to borrow a STELA.

The

results also show that at least 40% of the applicants
receive at least one other type of financial aid.

It

could be concluded that some students were using the
STELA as an advance on their financial aid checks.
As Figures 1 and 2 show, certain trends or
patterns become apparent when the two fall semesters
and the two spring semesters are compared.

It is

obvious that the majority of STELAs are borrowed during
the first week of each semester with a dramatic
decrease in following weeks.

It was also during the

first week that buying books was the most commonly
stated reason for applying for the loan.

Financial aid

reimbursement was the most commonly stated method of
repayment for loans borrowed during this time period.
It is interesting to note that 83% of the
applicants lived off campus.

While housing costs for

an on-campus student are normally charged to his/her

STELA Seasonal Patterns
Fall Semesters
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university account, this is not usually the case for
students living off campus.

Off-campus students might

also have more expenses for transportation, utilities,
child care, etc., than they had budgeted for.
As stated earlier, 73% of the applicants borrowed
the maximum amount ($300).

While this number may seem

high, the other 27% borrowed varying amounts from $50
to $250.

Keeping in mind that there is a $10

application fee for a STELA loan, this suggests that
even though the applicant could have borrowed more,
only the amount actually needed was requested.

In

other words, not everyone is out to receive the maximum
amount one could borrow.
As previously hypothesized, a larger number of
STELAs are applied for during the final week of each of
the Fall semesters (this is the week before Christmas)
than the preceding 14 weeks (not including the first
week of the semesters).

It is also interesting to note

that the number of loans borrowed during the Spring
semesters stayed fairly constant each week until the
weeks immediately before, during, and immediately after
Spring break.
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Limitations and Suggestions for Future Research
Even though this study shows seasonal patterns of
the STELA, it must be kept in mind that the study was
conducted at one specific university and therefore may
not be generalizable to all colleges and universities.
Also, as noticed in Figure 2, the data ends with Week 9
of the Spring semesters.

This is due to a lack of

access to the missing data.

A better overall picture

could be drawn with a complete set of data for each
semester.
In conducting further research, it would be
interesting to know the sex of the applicants, the
number of applicants receiving other types of financial
aid, the percentage of loans repaid on time, and the
number of students applying for more than one loan per
semester or school year.

It would also be valuable to

learn how many borrowers felt that they would have had
to drop out of school if they were denied the STELA.
Since the amounts available for students to borrow
from the STELA program differ from institution to
institution, research could be done to find out how
much is offered at various types of institutions, why
certain institutions are not offering such a program
and how these institutions could initiate one.
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Conclusion
With approximately 13% of the student population
at the sample institution borrowing from the Short Term
Emergency Loan fund each school year, it seems like the
STELA program is indeed meeting the self-reported needs
of a large number of students.

While there are, and

always will be, abuses of such programs (such as
borrowing for a vacation to Florida over spring break),
it is felt that most students who utilize the program
do so for exactly what it is intended.

Hopefully, this

study will allow financial aid administrators to take
another look at the Short Term Emergency Loan program
at their college or university to see if it is meeting
their students' and the institution's needs.
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